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3. However, forstate fiscal years after Fiscal Year 1987, in 
no casemay a facility receive a per-diem reimbursement 
rate higher thanthe class ceiling forthat facility in effect on 
June 30 of the precedingfiscal year adjusted by the 
negotiated trend factor. 

4. The following will not be subjectto review: 

A. The negotiatedtrend factor; 

B. The use of prospective reimbursement rate; and 

C. The cost base for the June 30 per-diem rate 
except as specified in this rule; 

(E) Rate Adjustments.The department may alter a facility's 
per-diem rate based on-­

1. Court decisions; 

2. Administrative Hearing Commissiondecisions; 

3. Determination through desk audits, field audits and other 
means, which establishes misrepresentations inor the 
inclusion of unallowable costsin the cost report usedto 
establish the per-diem rate.In these cases the adjustment 
shall be applied retroactively; 

4. Adjustments determined by the department without the 
advice of the rate advisory committee. 

A. Prospective payment adjustment (PPA). A FY-92 
PPA will be provided priorto the end of the state 
fiscal yearfor nonstate-operated ICF/MR facilities 
with a current provideragreement on file with the 
Division of Medical Services asof October 1, 1991. 
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(I) For providers whichqualify, the PPA shall 
be the lesser of-­

(a) The provider's facilitypeer group 

factor (FPGF) times the projected 

patient days (PPD) covered by the 

adjustment year times the prospective 

payment adjustment factor (PPAF) 

times the nonstate-operated 

intermediate care facility for the mentally 

retarded ceiling (ICFMRC) on October 

1,1991 (FPGFPPDPPAF 

ICFMRC). For example:A provider 

having nine hundred twenty (920) paid 

days for the period May 1991to July 

1991 out of a total paid days for this 

same period of twenty-eight thousand 

five hundred sixty-one (28,561) 

represents an FPGF of three and 

twenty-two hundredths percent(3.22%). 

So using the FPGF of 3.22% 114,244 

24.5%$156.01 = $140,659; or 


(b) The providerFPGF times one 

hundred forty-five percent (145%) of the 

amount creditedto the intermediate 

care revenue collection center (ICRCC) 

of the State Title XIX Fund (STF) for the 

period October 1, 1991 through 

December 31,1991. 


(11)  FPGF--is determined by usingeach 
ICF/MR facility'spaid days for the service 
dates in May 1991 through July 1991 as of 
September 20, 1991, divided by the sum of the 
paid days forthe same service dates forall 
provider's qualifying asof the determination 
date of October 16, 1991. 
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(Ill) ICFMRC--isone hundred fifty-six dollars 
and one cent ($156.01) on October 1, 1991. 

(IV) PPAF--is equal to twenty-four and 
five-tenths percent (24.5%) for Fiscal Year 
1992 which includesan adjustment for 
economic trends. 

(V) PPD--is the projectionof one hundred 
fourteen thousandtwo hundred forty-four 
(114,244) patient days made on October 1, 
1991, for the adjustment year; 

5.FY-92 trend factorand Workers' Compensation. All 
facilities with eitheran interim rate or a prospective per-diem 
rate in effect on September 1, 1992, shall be granted an 
increase to their per-diem rate effective September 1, 1992, 
of eight dollars and eighty-six cents ($8.86) per patient day 
related to the continuationof the FY-92 trend factor andthe 
Workers' Compensationadjustment. This adjustmentis 
equal to seven and one-half percent (7.5%)of the March 
1992 weighted average per-diem rate of one hundred 
eighteen dollars and fourteen cents($118.14) for all 
nonstate-operated ICF/MR facilities;or 

6. FY-93 negotiated trend factor. All facilities with either an 
interim rateor prospective per-diem ratein effect on 
September 1, 1992, shall be granted an increase to their 
per-diem rate effective September1, 1992, of one dollar and 
sixty-six cents ($1.66)per patient day for the negotiated 
trend factor. This adjustmentis equal to one and four-tenths 
percent (1.4%) ofthe March 1992 weighted average 
per-diem rateof one hundred eighteen dollars and fourteen 
cents ($1 18.14) forall nonstate-operated ICF/MR facilities; 
and 
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(F) Rate determinationshall be based on a determination of 
reasonable andadequate reimbursement levels for allowable cost 
items describedin this rule which are relatedto ordinary and 
necessary care for the level-of-care provided for an efficientlyand 
economically operated facility.All providers shall submit 
documentation of expenses for allowable cost areas.The 
department shall have authority to require those uniform 
accounting and reporting procedures and forms asit deems 
necessary. A reasonable andadequate reimbursement in each 
allowable cost areawill be determined by the advisory committee 
with the consentof the director. 

(7) Allowable Cost Areas. 

(A) Compensationof Owners. 

1. Allowanceof compensation of servicesof owners shall be 
an allowable cost area, provided the services are actually 
performed and are necessary services. 

2. Compensationshall mean the total benefit, within the 
limitations setforth in this rule, by the owner of the services 
s/he rendersto the facility including directpayments for 
managerial, administrative, professional and other services, 
amounts paidby the provider forthe personal benefitof the 
owner, the costof assets and services which the owner 
receives from the provider and additional amounts 
determined to be the reasonable value of the services 
rendered by sole proprietors or partners and not paid byany 
method previously described. 

3. Reasonablenessof compensation may be determined by 
reference toor in comparison with compensation paid for 
comparable institutions orit may be determined by other 
appropriate means such as the Medicare and Medicaid 
Provider ReimbursementManual (HIM-15) or by other 
means. 
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4. Necessary services refersto those services that are 
pertinent to the operation and sound conduct ofthe facility, 
had the provider not rendered these services, then 
employment of another person(s)to perform the service 
would be necessary. 

(6)Covered services and supplies as definedin section (5) of this 
rule. 

(C) Depreciation. 

1. An appropriate allowance for depreciationon buildings, 
furnishings andequipment which arepart of the operation 
and sound conduct of the provider's businessis an allowable 
cost item. Finder's fees are notan allowable cost item. 

2. The depreciation must be identifiable and recordedin the 
provider's accounting records,based on the basis of the 
asset and prorated overthe estimated useful lifeof the asset 
using the straight-linemethod of depreciation from the date 
initially put into service. 

3. The basis of assets at the time placedin service shall be 
the lower of--

A. The book value of the provider; 

9. Fair market valueat the time of acquisition; 

C. The recognized Internal Revenue Service (IRS) tax 
basis; and 

D. In the case of the change in ownership, the cost 
basis of acquired assetsof the ownerof record onor 
after July 18, 1984, asof the effective date ofthe 
change of ownership; orin the case of a facility which 
entered the program after July 18, 1984, theowner at 
the timeof the initial entry into the Medicaid program. 
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4. The basis of donated assetswill be allowed to the extent 
of recognition of income resulting from the donation ofthe 
asset. Should a dispute arisebetween a provider and the 
Departmentof Social Services asto the fair market valueat 
the time of acquisition of a depreciable asset and an 
appraisal by a third partyis required, the appraisal costwill 
be shared proportionately bythe Medicaid program and the 
facility in ratio to Medicaid recipient reimbursable patient 
days to total patient days. 

5. Allowable methods of depreciation shall be limited to the 
straight-line method. The depreciationmethod used for an 
asset under the Medicaid program need not correspond to 
the method used by a provider for non-Medicaid purposes; 
however, useful life shall be inaccordance with the 
American Hospital Association's Guidelines.Component 
part depreciation is optionaland allowable under thisplan. 

6. Historical cost isthe cost incurred bythe provider in 
acquiring the asset and preparingit for use except as 
provided in this rule. Usually, historical cost includes costs 
that would be capitalized under generally accepted 
accounting principles. For example,in addition to the 
purchase price, historical costwould include architectural 
fees and relatedlegal fees. Where a provider has elected, 
for federal income tax purposes, to expense certain items 
such as interest and taxes during construction, the historical 
cost basis for Medicaid depreciation purposes may include 
the amount of these expensed items. However, wherea 
provider did not capitalize these costs and has writtenoff the 
costs in the year they were incurred,the provider cannot 
retroactively capitalize any partof these costs under the 
program. For TitleXIX purposes and this rule, any asset 
costing less thanfive hundred dollars ($500) or having a 
useful life of one (1) year or less, maybe expensed and not 
capitalized at the option of the provider, orin the case of a 
facility which enteredthe program after July 18, 1984,the 
owner atthe time of the initial entry into the Medicaid 
Program. 
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7. When an asset is acquired by tradingin an existing asset, 
the cost basis of the new asset shallbe the sum of 
undepreciated cost basisof the traded asset plus the cash 
paid. 

8. For the purposeof determining allowance for 
depreciation, the cost basis of the asset shall as 
prescribed in paragraph (7)(C)3. 

9. Capital expenditures for building construction for 
renovation costs whichare in excess of onehundred fifty 
thousand dollars($150,000) and which cause an 'Increase in 
a provider's bed capacity shall not be allowed in the program 
or depreciationbase if these capital expenditures fail to 
comply with any otherfederal or state law or regulation, such 
as CON. 

10. Amortization of leasehold rights and related interest and 
finance costs shall notbe allowable costs under thisplan. 

(D) Interest and Finance Costs. 

1. Necessary and proper intereston both current and capital 
indebtedness shallbe anallowable cost item excluding 
finder's fees. 

2. Interest is the cost incurred for the useof borrowed funds. 
Interest on current indebtednessis the cost incurred for 
funds borrowed fora relatively short-term. This is usually for 
those purposes as workingcapital for normal operating 
expenses. Interest on capital indebtedness is the cost 
incurred for funds borrowed forcapital purposes, such as 
acquisition of facilities and capital improvements, and this 
indebtedness must be amortized over thelife of the loan. 
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3. Interest maybe included in finance charges imposed by 
some lendinginstitutions or it may be a prepaid cost or 
discount in transactions with those lenders who collect the 
full interest chargeswhen funds are borrowed. 

4. To be an allowable cost item, interest (including finance 
charges, prepaid costs and discounts) must be supported by 
evidence of anagreement that funds were borrowed and 
that paymentof interest and repayment of the funds are 
required, identifiablein the provider's accounting records, 
relating to the reporting period in which the costs are claims 
and necessary and proper for the operation, maintenanceor 
acquisition of the provider's facilities. 

5: Necessary means that the interest be incurred for aloan 
made to satisfy a financial need of the provider andfor a 
purpose relatedto recipient care. Loans which result in 
excess funds or investments are not considered necessary. 

6. Proper meansthat the interest be incurred at a rate notin 
excess of what a prudent borrower would have had to pay in 
the money market existing atthe time the loan was made, 
and provided further the department shall not reimburse for 
interest and finance charges anyamount in excess of the 
prime rate current atthe time the loan was obtained. 

7. Interest on loans to providers by proprietors, partners and 

any stockholdersshall not be an allowable cost item 

because the loans shallbe treated as invested capital and 

included in the computation of an allowable return on 

owner's net equity. If a facility operated by a religious order 

borrows fromthe order, interest paid to the order shall be an 

allowable cost. 


8, If loansfor capital indebtedness exceed the asset cost 
basis as defined in subsection (7)(C) of this rule, the interest 
associated with the portion of the loan(s) whichexceed the 
asset cost basis as defined in subsection (7)(C)of this rule 
shall not be allowable. 
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9. Income from a provider's qualified retirement fund shall be 
excluded in consideration of the per-diem rate. 

10. A provider shall amortize finance charges, prepaid 
interest and discount over the periodof the loan ratablyor 
by means ofthe constant rateof interest method on the 
unpaid balance. 

11. Usual and customary costs, excluding finder's fees, 
incurred to obtain loans shall be treated as interest expense 
and shall be allowable costs overthe loan period ratably or 
by means ofthe constant interest applied method. 

12. Usualand customary costs shall be limited to the 
lender's title and recording fees, appraisal fees, legal fees, 
escrow fees and closing costs. 

13. Interest expense resultant from capital expenditures for 
building construction or for renovation costs which in 
excess of one hundredfifty thousand dollars ($150,000) and 
which cause an increasein a bed capacity by the provider 
shall not be an allowable cost itemif the capital expenditure 
fails to comply with other federalor state law or rules such 
as CON. 

(E) Rental and Leases. 

1. Rental and leasesof land, buildings, furnishings and 
equipment are allowable cost areas provided that the rented 
items are necessaryand not in essence a purchase of those 
assets. Finder's fees are not an allowable cost item. 

2. Necessary rental and lease items are those which are 
pertinent to the economical operationof the provider. 

StatePlan TN # 97-14 Effective Date: 08/05/97 
Supersedes TN # Approval Date: loa1 



in 

ATT. 4-19D 
Page 201 

3. In the case of related parties, rental and lease amounts 
cannot exceedthe lesser ofthose which are actuallypaid or 
the costs to the related party. 

4. Determination of reasonable and adequate 
reimbursement for rental and amounts, except the case of 
related parties which is subjectto other provisions of this 
rule, may require affidavits of competent, impartial experts 
who are familiar with the current rentals and leases. 

5. The test of necessary costs shall take into account the 
agreement betweenthe owner andthe tenant regardingthe 
payment of related property costs. 

6. Leases subjectto CON approval must have that approval 
before a rateis determined. 

7. If rent or lease costs increase solely as a resultof change 
in ownership, the resulting increase which exceedsthe 
allowable capital cost ofthe owner of record as of July18, 
1984, orin the case of a facility which enteredthe program 
after July 18, 1984,the owner at the time of the initial entry 
into the Medicaid Program, shallbe a nonallowable cost. 

(F) Taxes. Taxes levied on or incurred by providers shall be 
allowable cost areas with the exceptionsof the following items: 

1. Federal, state or local income and excess profit taxes 
including any interest and penalties paid; 

2. Taxes in connection with financing, refinancing or 
refunding operations, such as taxeson the issuance of 
bond, property transfer, issuanceof transfer of stocks; 

3. Taxes for which exemptions are availableto the provider; 
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4. Special assessments on land which represent capital 
improvements. These costs shall be capitalized and 
depreciated overthe period during which theassessment is 
scheduled to bepaid; 

5. Taxes on property which are not a partof the operation of 
the provider; 

6. Taxes which are levied against a resident and collected 
and remitted by the provider;and 

7. Self-employment Federal Insurance Contributions Act 
(FICA) taxes applicableto individual proprietors, partnersor 
members of a joint venture to the extent the taxesexceed 
the amount which wouldhave beenpaid by the provider on 
the allowable compensation of the persons had the provider 
organization been an incorporated rather than 
unincorporated entity. 

(G) Issuance of RevenueBond and Tax Levies by District and 

County Facilities.Those nursing home districts and county facilities 

whose funding is throughthe issuance of revenue bonds, that 

interest which is paid perthe revenue bond will be an allowable 

cost item. Depreciationon the plant andequipment of these 

facilities also shallbe an allowable cost item. Any tax levies which 

are collected by nursinghome districts or county homesthat are 

supported in whole or in part by these levieswill not be recognized 

as a revenue offset except
to the extent that the funds are used for 
the actual operationof the facility. 

(H) Value of Services of Employees. 

1. Except as provided forin this rule, the valueof services 
performed byemployees in the facility shallbe included as 
an allowable cost areato the extent actually compensated, 
either to the employee or to the supplying organization. 
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2. Services rendered by volunteers, such as those affiliated 
with the American Red Cross, hospital guilds, auxiliaries, 
private individuals and similar organizations,shall not be 
included as an allowable cost area, as the services have 
traditionally been rendered on a purely volunteer basis 
without expectationof any form of reimbursement by the 
organization through which the serviceis rendered or by the 
person rendering the service. 

3. Services by priests, ministers, rabbis and similar type 
professionals shall be anallowable cost area; provided, that 
the services are not of a religious nature.An example of an 
allowable cost area underthis section wouldbe a necessary 
administrative function performedby a clergyman. The state 
will not recognizebuilding costs on spaceset aside primarily 
for professionals providing any religious function. Costsfor 
wardrobe and similar items likewise are considered 
nonallowable. 

(I) Fringe Benefits. 

1. Life insurance. 

A. Types of insurance which are not consideredan 
allowable cost area; premiums relatedto insurance 
on the lives of officers and keyemployees are not 
allowable cost areas under the following 
circumstances: 

(I)Where, upon the death ofan insured officer 
or key employee, the insurance proceeds are 
payable directly to the provider. In this case, 
the provider is a direct beneficiary. Insurance 
of this type is referred to as key-man 
insurance: and 

StatePlan TN # 97-14 Effective 08/05/97Date: 
Supersedes TN # ApprovalDate: jun062001 



A T .  4-19D 
Page 204 

(11)  Where insurance onthe lives of officers is 
voluntarily taken out aspart of a mortgage loan 
agreement entered into for building 
construction and, upon the death of an insured 
officer, the proceedsare payable directlyto the 
lending institution as a credit against theloan 
balance. In this case, the provider is an indirect 
beneficiary. 

B. Types of insurance whichare considered an 
allowable cost area-­

(I)Where credit life insurance is required as 
part of a mortgage loan agreement. An 
example would be insurance on loans granted 
under certainfederal programs; and 

(11) Where the relative(s) orestate of the 
employee, excluding stockholders, partners 
and proprietors, isthe beneficiary. Thistype of 
insurance is consideredto bea fringe benext 
and isan allowable cost areato the extent that 
the amount of coverage is reasonable. 

2. Retirement plans. 

A. Contributionsto qualified retirement plans for the 
benefit ofemployees excluding stockholders, partners 
and proprietorsof the provider shallbe allowable cost 
areas. Interest income from funded pensionsor 
retirement plans shall be excluded from consideration 
in determining the allowable cost area. 

B. Amounts funded to pension and retirement plans, 
together with associated income,shall be recaptured 
if not actually paidwhen due, as an offset to 
expenses on the cost report form. 

State Plan TN # 97-14 Effective Date: 08/05/97 
Supersedes TN # Approval Date: .!Ijun G E: '2'i2001 



A T .  4-19D 
Page 205 

3. Deferred compensation plans. 

A. Contributions forthe benefit of employees, 
excluding stockholders, partners and proprietors, 
under deferred compensation plans shallbe all 
allowable cost areaswhen, and to the extent that, the 
costs are actually paid by the provider. Deferred 
compensation plans must be funded. Provider 
payments under unfunded deferred compensation 
plans willbe considered as an allowable cost area 
only when paidto the participating employee and only 
to the extent considered reasonable. 

B.Amount paid by tax-exempt organizationsto 
purchase tax-sheltered annuitiesfor employees shall 
be treated as deferred compensation actuallypaid by 
the provider. 

C. Amounts funded to deferred compensation plans 
together with associatedincome shall be recaptured if 
not actually paid when due, as an offsetto expenses 
on the cost report form. 

(J) Education and Training Expenses. 

1. The cost of on-the-job training which directly benefits the 
quality of health care or administration at the facility shall be 
allowable. Off-the-job training involving extended periods 
exceeding five (5) continuous days is an allowablecost item 
only when specifically authorized inadvance by the 
department. 

2. Cost of education and trainingshall include incidental 
travel costs but will not include leavesof absence or 
sabbaticals. 
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(K) Organizational Cost Items. 

1. Organizational cost items maybe includedas an 
allowable cost area on an amortized basis. 

2. Organizational cost items includethe following: legal fees 
incurred in establishing the corporation or other 
organizations, necessary accounting fees, expensesof 
temporary directorsand organizational meetings of directors 
and stockholders, and fees paid to states of incorporation. 

3. Organizational costs shallbe amortized ratably over a 
period of sixty (60) months beginning withthe date of 
organization. Whenthe provider entersthe program more 
than sixty (60) months afterthe date of organization, no 
organizational costs shallbe recognized. 

4. Where a provider did not capitalize organizational costs 
and has writtenoff those costs in the year they were 
incurred, the provider cannot retroactively capitalize any part 
of these costs underthe program. 

5. Where a provider is organized within a five (5)-year period 
prior to entering the program and has properly capitalized 
organizational costs using a sixty (60)-month amortization 
period, no changein the rate of amortization is required.In 
this instance the unamortized portion of organizational costs 
is an allowable cost area underthe program and shall be 
amortized overthe remaining part of the sixty (60)-month 
period. 

6. For change in ownership after July 18, 1984, allowable 
amortization willbe limited to the prior owner's allowable 
unamortized portionof organizational cost. 
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(L) Advertising Costs. Advertising costs which are reasonable, 
appropriate and helpful in developing, maintaining and furnishing 
services shall be anallowable cost area. The costsmust be 
common and accepted occurrence in the field of the activityof the 
provider. 

(M) Cost of Suppliers Involving Related Parties. Costs applicableto 
facilities, goods and services furnishedto a provider by a supplier 
related to the provider shall notexceed the lowerof the costto the 
supplier orthe prices of comparable facilities, goods or services 
obtained elsewhere. A provider shall identify suppliers relatedto it 
in the uniform cost report and the type-quantity and costs of 
facilities, goods and services obtained fromeach supplier. 

(N)Utilization Review. Incurred cost for the performanceof 
required utilization review for ICF/MR is an allowable cost area. 
The expendituresmust be for the purpose of providing utilization 
review on behalfof Title XIX recipient. Utilization review costs 
incurred for TitleXVIII and Title XIX must be apportioned on the 
basis of reimbursable recipient days recorded foreach program 
during the reporting period. 

(0)Minimum Utilization.In the event the occupancyof a provider is 
below ninety percent(90%),the following cost centers willbe 
calculated asif the provider experienced ninety percent (90%) 
occupancy: laundry, housekeeping, general and administrative and 
plant operation costs.In no case may costs disallowed under this 
provision be carried forwardto succeeding periods. 

(P) Nonreimbursable Costs. 

1. Bad debts, charity and courtesy allowancesare 
deductions from revenue and are notto be included as 
allowable costs. 

2. Those services that are specifically provided by Medicare 
and Medicaid must be billed to those agencies. 
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3. Any costs incurredthat are related to fund drives are not 
reimbursable. 

4. Costs incurred for research purposesshall not be 
included as allowable costs. 

5. The cost of services provided under the TitleXX program, 
by contract or subcontract,is specifically excluded as an 
allowable item. 

6. Attorney fees related to litigation involving state, localor 
federal governmental entities and attorneys' fees which are 
not relatedto the provision of LTC services, such as 
litigation relatedto disputes between or among owners, 
operators or administrators. 

7. Costs, such as legal fees, accounting and administration 
costs, travel costs andthe costs of feasibility studies, which 
are attributableto the negotiation or settlementof the sale or 
purchase of any capital asset by acquisitionof merger for 
which any payment has been previously made under the 
program. 

(a)Other Revenues. Other revenues, including those listed that 
follow and excluding amounts collected under paragraph(5)(A)8. 
will be deducted from thetotal allowable cost andmust be shown 
separately in the cost report by useof a separate scheduleif 
included in the gross revenue: income from telephone services; 
sale of employee and guest meals; saleof medical abstracts; sale 
of scrap andwaste food or materials; rental income; cash, trade, 
quantity time and other discounts; purchase rebates and refunds; 
recovery on insured loss; parking lot revenues; vendingmachine 
commissionsor profit; sales from drugsto other than recipients; 
income from investmentsof whatever type;and room reservation 
charges for temporary leaveof absence days whichare not 
covered services under section(5) of this rule. Failureto separately 
account forany of the revenues specifically set out previouslyin 
this rule in a readily ascertainablemanner shall result in termination 
from the program. 
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1. Interest income received from a funded depreciation 
account will not be deducted from allowable operating costs 
provided that interest is applied to the replacement of the 
asset being depreciated. 

2. Cost centers or operations specifiedby the provider in 
paragraph (7)(R)3.of this rule shall not have their associated 
cost or revenues includedin thecovered costsor revenues 
of the facility. 

3. Restricted and unrestricted funds. 

A. Restricted funds as usedin this rule mean those 
funds, cash or otherwise, including grants, gifts, taxes 
and income from endowments, which must be used 
only for a specific purpose designated by the donor. 
Those restricted funds whichare not transferred 
funds andare designated bythe donor for paying 
operating costswill be offset from thetotal allowable 
expenses. If an administrative body has the authority 
to rerestrict restricted funds designated by the donor 
for paying operating costs, the funds will not be offset 
from total allowable expenses. 

B. Unrestricted funds as usedin this rule mean those 
funds, cash or otherwise, including grants, gifts, taxes 
and income from endowments, that are given to a 
provider without restriction by the donor to their 
use. These funds can be used in any manner desired 
by the provider. However,those unrestricted funds 
which are not transferred funds and are used for 
paying operating costswill be offset fromtotal 
allowable expenses. 
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C. Transferred fundsas used in this rule are those 
funds appropriatedthrough a legislative or 
governmental administrative body's action, stateor 
local, to a state or local government provider. The 
transfer can be state-to-state, state-to-local or 
local-to-local provider.These funds are not 
considered a grant or gift for reimbursement 
purposes, so having no effect on the provider's 
allowable cost under this plan. 

(R) Apportionment of Coststo Medicaid Recipient Residents. 

1. Provider's allowable cost areasshall be apportioned 
between Medicaid Program recipient residents and other 
patients so that the share borne by the MedicaidProgram is 
based upon actual services receivedby program recipients. 

2. To accomplish this apportionment,the ratio of recipient 
residents' chargesto total patient charges forthe service of 
each ancillary department maybe applied to the cost of this 
department. To this shallbe added the cost of routine 
services for Medicaid Program recipient residents 
determined on the basis of a separate average cost per 
diem for general routine care areasor at the optionof the 
provider on the basisof overall routine carearea 

3. So that its charges may be allowable for use in 
apportioning costs under the program, each provider shall 
have an established charge structure which is applied 
uniformly to each patient as services are furnished to the 
patient and whichis reasonable and consistently relatedto 
the costof providing these services. 
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4. Average cost per diem for general routine services means 
the amount computed by dividingthe total allowable patient 
costs for routine services by thetotal number of patient days 
of care rendered bythe provider in the cost-reporting period. 

5. A patient day of careis that period of service rendered a 
patient between the census-taking hours on two(2) 
consecutive days, including the twelve(12) temporary leave 
of absencedays per any periodof six (6) consecutive 
months as specifically covered under section(5) of this rule, 
the day of discharge being counted onlywhen the patient 
was admitted the same day.A census log shall be 
maintained in the facility for documentation purposes. 
Census shallbe taken daily at midnight.A day of care 
includes those overnight periodswhen a recipientis away 
from the facility on a facility-sponsored group trip and 
remains under the supervision and careof facility personnel. 

6. ICF/MR facilitiesthat provide intermediate care services 
to Medicaid recipients may establish distinct part cost 
centers in their facility providedthat adequate accounting 
and statistical data requiredto separately determine the 
nursing care costof each distinct part is maintained. Each 
distinct part may share the common servicesand facilities as 
management services, dietary, housekeeping, building 
maintenance and laundry. 

7. In nocase may a provider's allowable costs allocatedto 
the Medicaid Program include the cost of furnishing services 
to persons not covered under the Medicaid Program. 
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(S) Return on Equity. 

1. A return on a provider's net equityshall be an allowable 
cost area. 

2. The amount of return on a provider's net equityshall not 
exceed twelve percent (12%). 

3. An owner's net equity is comprised of investment capital 
and working capital. Investment capital includes the 
investment in building, property andequipment (cost of land, 
mortgage payments toward principle and equipment 
purchase less the accumulative depreciation). Working 
capital represents the amount of capital which is required to 
insure proper operationof the facility. 

4. The return on owner's net equity shallbe payable onlyto 
proprietary providers. 

5. A provider's return on owner's net equity shallbe 
apportioned to the Medicaid Program on the basisof the 
provider's Medicaid Program reimbursable recipient resident 
days of care to total resident daysof care during the 
cost-reporting period. For the purpose of this calculation, 
total resident daysof care shall be the greaterof ninety 
percent (90%) of the provider's certifiedbed capacity or 
actual occupancy during the cost year. 

(8) Reporting Requirements. 

(A) Annual Cost Report. 

1. Each provider shall establish a twelve (12)-month fiscal 
period whichis to be designated as the provider's fiscal 
year. An annual cost report forthe fiscal year shall be 
submitted bythe provider to the departmenton forms to be 
furnished forthat purpose. The completed cost report shall 
be submitted by each provider the first day of the sixth 
month following the close of the fiscal period. 
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